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Section I 



INTRODUCTION 

The purpose of this report is to provide the Oklahoma Public School 
Research Council with a general overview of the fiscal structure of Okla- 
homa. Time and budgetary limitations prevented an extensive analysis of 
Oklahoma’s public finance problems. Therefore, this report is no substi- 
tute for a thorough study of the fiscal structure of the State. A compre- 
hensive tax study, similar to the one done in Michigan in 1958, is long 
overdue in Oklahoma. 1 

This report is divided into three major sections. In the first sec- 
tion a short discussion of the problem of resource allocation is presented. 
The production possibility boundary is explained and, in turn, this tool 
of analysis is used to demonstrate the problem of resource allocation be- 
tween the public and private sector. - 

The second part of the report is concerned with state and local re- 
venues. In the first part of this section the concepts of fiscal capacity 
and tax effort are developed. A tax effort index is computed for each of 
the fifty states and each state is ranked with respect to the magnitude of 
this index. Next, the problems associated with earmarking are briefly dis- 
cussed. In the last part of this section state and- local revenues in Okla- 
homa are compared to selected states arid the national average. Comparisons 
are made for 1962 for the very practical reason that this is the latest year 

Michigan Tax Study : Staff Papers (Lansing, Michigan: 1958). 



for which detailed revenue data are available for both state and local 
governments . 

In the last section of this report expenditures on selected functions 
of government in Oklahoma are compared to selected states and the national 
average. Caution should be exercised in interpreting interstate compari- 
sons of state and local government expenditures because states vary with 

respect to the type of expenditures included in each of the selected cate- 
gories . 



Section II 






THE GOVERNMENT SECTOR AND RESOURCE ALLOCATION 

The purpose of this section is to present a discussion of the role of 
government with respect to resource allocation in our economy. The first 
part is devoted to an explanation of the production possibility boundary. 

In turn, this tool of analysis is utilized in discussing the role of govern- 
ment in the allocation of scarce resources. 
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The Production Possibility Boundary 

Even the strongest advocates of laissez faire support a certain amount 
of governmental activity. As a minimum, societies demand that governments 
be established to: (1) insure honesty, (2) insure non- fraudulent and non- 

violent behavior, (3) insure freedom from theft and external aggression, 
and (4) guarantee the legislated rights of property. Beyond this there is 
a great deal of disagreement regarding the proper role of government. What- 
ever the reasons are for government activity, once a society is committed to 
a particular level of government expenditure a portion of its scarce resources 
will be devoted to public goods rather than private goods. As the role of 
government expands more resources will be devoted to public goods and fewer 
to private goods, other things equal. In order to illustrate this point 
economists often use the "production possibility boundary." 

It should be obvious that, given the quantity and quality of resources 
and the degree of efficiency with which they are used, an economy can pro- 
duce, at the maximum, a given amount of goods and services at any particular 
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time. If all resources are devoted to the production of private goods, 
there is some maximum amount of these goods which can be produced. On the 
other hand, if all resources are used to produce public goods, there is some 
maximum amount of these goods which can be produced. These limitations are 
depicted by points and in Figure 1. If these points are joined by a 
curve, as In Figure 1, the points along this curve reflect the possible 
combinations of public and private goods production given present resource 
limitations. 



Figure 1 

PRODUCTION POSSIBILITY BOUNDARY 
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Assuming that an economy is presently located at point E on the produc- 
tion possibility boundary, producing G 2 of public goods and C 2 of private 
goods, the foregoing analysis points out that in order to consume more of one 
type of good some of the other will have to be given up, other things equal. 
Now suppose that this society agrees that more of its scarce resources should 
be devoted to the public sector. How will this transfer be brought about? 



For the time being we shall not be concerned with the possibility 
of economic growth which, over time, allows us to push the production 
possibility boundary outward. 
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There are three methods by which governments transfer resources from the 
private sector for public use: (1) printing money end using it to buy 

goods and services; (2) borrowing money and using it to purchase goods and 
services; (3) taxing society and using the receipts to purchase goods and 
services . 

In our society the quantity of public goods to be produced is deter- 
mined by the legislative process. The composition of public goods produc- 
tion is also determined by the legislative process and, once again, the 
problem is that of allocating scarce resources. In other words, the elected 
representatives must determine how xr«ih of a given budget shall be devoted 
to educatxon, highways, health, etc. Presumably, the elected representa- 
tives reflect the desires of their constituents with respect to both the 

level and composition of public goods production. ' 

/ , 

Economic Growth 

In the above analysis it was assumed that there was no economic growth. 
If public goods consumption increased, private goods consumption had to de- 
crease. For example, if more was to be spent for education, other functions 
of government given, taxes had to be increased in order to provide the 
necessary income. 

Economic growth is depicted in Figure 2 by the dotted production possi- 
bility boundary and arrows pointing outward from the solid production possi- 
bility boundary. In a growing economy more public goods production is 
possible without giving up private goods production and vice versa. This 
economy may also elect to have more of both private and public goods pro- 
duction within the range FT on the new production possibility boundary. In 
this kind of economy more public goods consumption is possible without 
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Figure 2 

PRODUCTION POSSIBILITY BOUNDARIES IN A GROWING ECONOMY 
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raising taxes because income is increasing. However, even if an economy 
is experiencing economic growth, it still must decide how to divide the 
increasing wealth between the public and private sector. 

The citizens of Oklahoma must solve four related problems with respect 
to taxation and public expenditures., First, a point on the production 
possibility boundary must be selected. Second, the allocation of resources 
between public and private expenditure must be decided upon as the produc- 
tion possibility curve moves outward. Third, a decision must be reached 
as to how the total public revenue is to be allocated between expenditures 
on education, highways, health and hospitals, welfare, etc. Finally, the 
responsibility for public expenditures must be divided between state and 

local governments. 

A section of this report will deal with public expenditures in Oklahoma 
vis-a-vis other states. The question may be asked whether Oklahoma’s rela- 
tive position should be increased, decreased or simply maintained. In the 
final analysis, the answer must come from Oklahoma voters. In turn, the 
decisions which are reached relative to expenditures will have important 
effects upon the level and structure of taxes in Oklahoma. 
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Section III 

» 

STATE AND LOCAL REVENUES 

It is misleading to look upon expenditures and taxation as though 
they are unrelated; however, in an effort to attract new industry, state 
after state will advertise low taxes relative to other states. On the 
other hand, they seldom associate low taxes with the sub-standard level of 
public services which often accompany this type of tax policy. 1 Given a 
level of public expenditure, it is necessary to raise an adequate amount 
of revenue. In turn, a state's ability to provide a quantity and given 
quality of public services depends on two things, (1) fiscal capacity and 
(2) the tax effort. Fiscal capacity measures the state's ability to tax 
its citizens, whereas tax effort measures the extent to which the state 
has chosen to exercise this ability. 

Fiscal Capacity 



How does the fiscal capacity of Oklahoma compare with other states? 

O 

There are two approaches to answering this question. One approach uses 




income in Oklahoma, out of which state and local taxes can be paid, and 
compares it with income of other states. . The other approach uses the tax 



(tee should not conclude t^at high taxes automatically bring, about 
adequate levels of public services. 

2 

The Advisory Commission on Intergovernmental Relations, Measures of 
State and Local Fiscal Capacity and Tax Effort. A Staff Report (Washington: 
The Advisory Commission on Intergovernmental Relations, 1962), p. 4. 
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bases within a state, estimates the amount of revenue they would produce ' 

if subjected to various tax rates, and then compares the results with 

comparable calculations for other states. This report will rely upon 

income as the measure of fiscal capacity. 

Taxes are generally paid out of current, income and, therefore, a 

state's income is a measure of its capacity to meet public as well as pri- 
3 

vate needs. Per capita personal income figures are presented in column 
4 

one of Table 1. The per capita figure is used because total personal in- 
come does not account for the fact that population varies extensively be- 
tween states. If state A has twice as much income as state B and state A 
also has twice as many people as state B, it is assumed that the fiscal 
capacity is about the same in both states. Per capita personal income as a 

percent of the United States average was computed for each state and recorded 

♦ 

in column two of Table 1. This figure can be looked upon as an index of fis- 
cal capacity. Oklahoma's index of fiscal capacity was 81.1 in 1964 and it 
ranked thirty- seventh among the fifty states. Indexes of fiscal capacity 
were also calculated for 1942, 1953, 1957, 1962, and 1963. It is interest- 
ing to note that although Oklahoma's per capita personal income increased by 
approximately 234 percent between 1942 and 1964 its rank with respect to the 
index of fiscal capacity only changed from thirty-nine to thirty-seven. 

Tax Effort 

Fiscal capacity is a measure of a state's ability to pay taxes, whereas, 
'tax effort can. be defined as the extent to which a given state makes use 

^Ibid .. p. 5. 

4 

The personal income estimates prepared by the U. S. Department of 
Commerce, Office of Business Economics,- are the best measures of income 
received on a state-by-state basis. 
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TABUS 1 

PER CAPITA PERSONAL INCOME AND PER CAPITA PERSONAL 
INCOME AS A PERCENT OF U. S. AVERAGE, BY STATE, 1964 



State 



Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts' 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada 

New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 

Oklahom a 
Oregon 
Pennsy lvania 
Rhode Island 
South Caroli na 
South Dakota 



Per Capita 
Personal 
Income 
( 1 ) 

$ 1, 749 
3,116 
2,233 
1,655 
3,103 
2,566 
3,281 
3,460 
2,251 
1,943 
2,622 
2,020 
3,041 
2,544 

2.376 
2,346 
1,830 
1,877 
2,132 
2,867 
2,965 
2,755 
2,375 
1,438 
2,600 
2,252 
2,349 
3,248 

2.377 
3,055 
2,041 
3, 162 
1,913 
2,133 
2,646 
2,083 
2,606 
2,601 
2,514 
1,655 
1,879 



Per Capita Personal 



as a Percent 


Rank 


S. Average 


(Column 2) 


(2) 


(3) 


68.2 


47 


121.4 


5 


87.0 


31 


64.5 


48,49 


120.9 


6 


100.0 


18 



127.9 

134.8 

87.7 

75.7 

102.2 

78.7 
118.5 

99.1 
92.6 

91.4 
71.3 

73.1 

83.1 
111.7 
115.6- 
107.4 

92.6 
56.0 

101.3 

87.8 

91.6 
126.6 

92.6 

117.1 

79.5 

123.2 

74.6 

83.1 
103.1 

81.1 

101.6 

101.4 

98.6 
64.5 
73.2 



2 

1 

29 

41 

14 

39 

7 

19 

23,24 

27 
46 
44 
35 

. 10 
9 . 
11 

25 
50 
17 

28 

26 

3 

23,24 

8 

38 

4 

42 
34 

12 
_3 7 

15 

16 
20 

48,49 

43 
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TABLE 1 (Continued) 



State 


Per Capita 
Personal 
Income 
(1) 


Per Capita Personal' ' 
Income as a. Percent 
of U. S. Average 
(2) 


Rank 

(Column 2) 
< 3) 


Tennessee 


$ 1,859 


72.4 


Jt 

45 


Texas 


2,188 


85.3 


32 


Utah 


2,156 


. 84.0 


33 


Vermont 


2,119 


82.6 


36 


Virginia 


2,239 


87.2 


30 


Washington 


2,635 


102.7 


13 


West Virginia 


1,965 


76.6 


40 


Wisconsin 


2,490 


97.0 


21 


Wyoming 


2,441 


95.1 


22 


U. S. Average 


2,566 




• 



Source: U. S. Department of Commerce, Office of Business Economics.. Survey 

of Current Business. July, 1965, p. 11. 
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of its fiscal or taxable capacity." Therefore, the next task is to develop 

6 



an index of tax effort and compare Oklahoma's index with other states. The 
most popular way of making interstate comparisons of tax effort is to com- 
pute and compare per capita state and local tax collections of each state; 
however, this method does not take into consideration a state's ability to 
pay taxes. One state may have a high ability to pay taxes and at the same 
time have high per capita state and local taxes, whereas another state may 
have a low ability to pay taxes and low per capita state and local taxes. 

If per capita state- local taxes are used as a measure of tax effort, it 
would have to be concluded that the wealthy state is making a greater effort 
than the poor state when this may not be the case. 

The tax effort indexes for -the fifty states are presented in Table 1 ? 
Some use column two as the index of tax effort; however, such a measure 
makes no allowance for the differing absolute levels of per capita income 
between states. For example, state- local taxes plus, charges as a percent of 
personal income are approximately the same in Nevada (12. 5%) and Oklahoma 
(12.8%). On the other hand, per capita income is $3248 in Nevada and only. 
$2083 in Oklahoma. It should be obvious that the payment of a given percent 
of income in taxes represents a greater effort when per capita income is low 
than when it is high. Therefore, the figure recorded in column two of 



Ibid., p. 10. 



For a detailed discussion of the various measurements of tax effort 
see Ansel M. Sharp and Robert L. Sandmeyer, Oklahoma Tax Effort and Service 
Effort : A Study in Interstate Comparisons (Stillwater, Oklahoma: Tie 

Research Foundation, Oklahoma State University, November, 1961) . 



7. 



Note that charges are added to state and local taxes in order to com- 
pute the tax effort index. This is done because some states make more ex- 
tensive use of user chargea than others and if they were not included these 
states would have lower tax effort indexes than should be the case. 
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TABLE 2 



TAX EFFORT, BY STATE, 1964 











State and Local Taxes 


Per Cent 


Tax Effort Index: 








Plus Charges as a 


Related 


Column 2 Divided by 




State 


Per Cent of Personal 


to U. S, 


Per Capita Personal Rank 






Income 


Average 


Income x 100 




r - 




(1) 


(2) 


(3) 


(4) 


i. 


Alabama 


11.6 


97.5 


/ 

5.57 


9 


k 


Alaska 


11.4 


95.8 


3.07 


44 




Arizona 


14.1 


118.5 


5.31 


11 




Arkansas 


11.4 


95.8 


5.79 


6 


!~r 


California 


13.7 


115.1 


3.71 


36 


f 


Colorado 


13.2 


110.9 


4.32 


30 


! 

! /■ 


Connecticut 


9.7 


81.5 


2.48 


49,50 


\f 


Delaware 


10.2. 


85.7 


2.48 


49,50 


i 


Florida 


12.6 


105.9 


4.70 


24 


f 


Georgia 


11.4 


95.8 


4.93 


21 


- - 


Hawaii 


13.8 


116.0 


4.42 


28 


k 


Idaho 


13.9 


116.8 


5.78 


7 




Illinois 


9.8 


82.4 


2.71 


48 


1' * 


Indiana 


11.6 


97.5 


3.83 


33 


<* 


Iowa 


13.3 


111.8 


4.71 


23 




Kansas 


13.5 


113.4 


4.83 


22 




Kentucky 


11.4 


95.8 


5.23 


12,13 




Louisiana 


15.0 


126.1 


6.72 


3 




Maine 


11.8 


99.2 


4.65 


26 


i - 


Maryland 


10.2 * 


85.7 


2.99 


46 




Massachusetts 


10.8 


90.8 


3.06 


45 




Michigan 


12.2 


102.5 


3.72 


34,35 




Minnesota 


14.7 


123.5 


5.20 


15,16 




Mississippi 


13,9 


116.8 


8.12 


1 


i - - - 


Missouri 


9.7 


81.5 


3.13 


43 




Montana 


14.4 


121.0 


5.37 


10 




Nebraska 


11.7' 


98,3 


4.18 


31 




Nevada 


12.5 


105,0 


3.23 


42 




New Hampshire 


10.3 


86.6 


3.64 


37 




New Jersey 


9.9 


83.2 


2.77 


47 




New Mexico 


15.9 


133.6 


6.55 


4 


i ' 


New York 


13.1 


110.1 


. 3.48 


39 




North Carolina 


11.3 


95.0 


4.97 


19 


L 


North Dakota 


15.8 


132.8 


6.23 


5 




Ohio 


10.3 


86.6 


3.27 


41 




Oklahoma 


12.8 


107.6 


5.17 


17 




Oregon 


12.9 


108.4 


45.16 


32 


[- 


Pennsylvania 


10.3 


86.6 


3.33 


40 


c 

P 

r-' ' 


Rhode Island 


10.5 


88.2 ' 


3.51 


38 




South Carolina 


11.2 


94.1 


5.69 


_ A - 




South Dakota ... 


, - 15.3 


1528.6 


6.84 


2 
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TABLE 2 (Continued) 



1 



State 


State and Local Taxes 
Plus Charges as a 
Per Cent of Personal 
Income 

(D 


Per Cept 
Related 
to U. S. 
Average 
(2) 


Tax Effort Index: 
Column 2 Divided by 
Per Capita Personal 
Income x 100 
(3) 


Rank 

(4) 


Tennessee 


11.3 


95.0 


5.11 


18 


Texas 


11.6 


97.5 


4.46 


27 


Utah 


13.4 


112.6 


5.22 


14 


Vermont 


13.1 


110.1 


5.20 


15,16 


Virginia 


9.9 


83.2 


3.72 


34,35 


Washington 


13.8 


116.0 


4.40 


29 


West Virginia 


11.6 


97.5 


4.96 


20 


Wisconsin 


13.9 


116.8 


4.69 


25 


Wyoming 


15.2 


127.7 


5.23 


12,13 


U. S. 


11.9 


--- 




— 



Source: Personal Income — U. S. Department of Commerce, Office of Business 

Economics, Survey of Current Business . July, 1965. 

State-Local Taxes plus Charges -- U. S. Bureau of the Census, 
Governmental Finances in 1963-64. 
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Table 2, is divided by per capita income in order to obtain a' state's tax 
effort index. Now, the tax effort index is 3.23 for Nevada and 5.17 for 
Oklahoma. In other words, tax effort is considerably higher in Oklahoma 
than in Nevada. 

An index of low tax effort does not necessarily mean that state and 

local services are of poor quality or limited in scope. If a state combines 

an index of high fiscal capacity with a low index of tax effort, it may 

easily have adequate state and local services. However, if a state combines 

low tax effort with low fiscal capacity this is likely to result in a poor 

standard of state and local services. Although Oklahoma ranks thirty- 

seventh with respect to fiscal capacity, it ranks Seventeenth with respect 

to tax effort. Oklahoma is combining a low index of fiscal capacity with a 

8 

relatively high index of tax effort. 

Sources of State and Local Revenue 



In this part of the report the sources of state and local revenues in 
Oklahoma are examined and compared to selected states as. well as to the 
United States average. The first problem is to determine the states to which 
Oklahoma will be compared. Most studies use a geographic grouping of states; 
however, the author finds this type of grouping very unsatisfactory because 
these States quite often have very little in common. Therefore, this study 
will use a grouping devised by the Office of Business Economics for the pur- 
pose of presenting annual personal income estimates in the Survey of Current 



The reader should realize that the poorer a state is the greater its 
effort will have to be in order to provide a minimum level of public ser- 
vices.- For a -comparison of government expenditures in Oklahoma with 
selected states and the nation see Section IV of this report. 
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I b usiness . In this publication Arizona, Oklahoma, New Mexico and Texas are 

included in the southwest region. This regional grouping is based primarily 

- 

I on homogeneity of the states from three, standpoints: (1) income character- 

j istics— the industrial and type- of -payments composition of total income, the 

level of per apita income, and the long-run trend of income; (2) industrial 

’ I ' ' 

composition of the employed labor-force; and (3) noneconomic characteristics 
based on ^elected statistical series reflecting demographic, racial or 

r Q 

ethnic, cultural, and social factors. 

The sources of revenue of state and local governments for the four 

I selected states and the United States average are presented on a per capita 





j! 



basis in Table 3. The relative importance of the various sources of tax and 
non-tax revenue is presented in Table 4. 10 The data presented in these 
tables permit broad general comparisons between tax and non-tax revenue 
structure of Oklahoma and the three other southwestern states and state and 
local governments in the United States as a whole. The data do not, because 

of the differing tax structures among states, measure relative tax burdens, 
either for industry or individuals. 

The property tax, sales and gross receipts taxes (general and selective), 
income taxes (individual and corporate), and license fees account for approxi- 
mately ninety percent of Oklahoma's total tax revenue. The most important 
single source of state- local tax revenue in Oklahoma, as well a,s in the 
nation, is the property tax. This is true in Oklahoma even though there is 
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U. S. Department of Commerce, Office of Business Economics, Personal 
Income bg States Since 1929 (Washington. 1956), p. 139. 

10 _ ■ ’ 

For a much more detailed discussion of similar data as well as pro- 
jections of some of the key taxes see Ansel M. Sharp, State and Local 
government general Expenditures and Revenues in Oklahoma : Past and Future 

— - ends (Stillwater, Oklahoma;: The Research Foundation, Oklahoma State 

University, May, 1965). 
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TABLE 3 

SOURCES OF REVENUE OF STATE AND LOCAL GOVERNMENTS, U. S. AND SELECTED 

STATES, 1962 
(PER CAPITA) 
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United Four State 

States Region Arizona New Mexico Oklahoma Texas 
(I) (2) (3) (4) (5) (6) 



Total Tax Revenue $223.62 $?.87,62 $220.74 $187.80 $187.15 $182.85 



Property . . . . 


102.54 


78.75 


Sales & Gross 






Receipts: . . . 


72.62 


65.33 


General . . . . 


32.66 


22.40 


Selective: . . 


39.95 


42.92 


Motor Fuel . . 


19.92 


21.02 


'Alcoholic 






Beverages . . . 


4.11 


3.76 


Tobacco . . . 


6 ..11 


8.37 


Public 


Utilities . . 


3.94 


3.35 


Insurance . . 


3.18 


3.17 


Amusement & . 






Admissions . , 


.11 


.04 


Pari-Mutuels . 


1.54 


.21 


Other .... 


1.04 


3.02 


Income Taxes : 


23.38 


5.09 


Individual . . 


16.34 


3.75 


Corporation . . 


7.04 


1.34 


Licenses : ... 


12.36 


14.59 


Motor Vehicle 


Licenses . . . 


9.00 


11.73 


Motor Vehicle 






Operators . . . 


.63 


1.02 


Alcoholic 






Beverages . . . 


.50 


.21 


Other ..... 


NA 


NA 


Death & Gift . . 


.28 


1.75 


Severance . . . 


2.43 


16.18 


Other & Una 11 o- 






cable ...... 


7.50 


5*93 



105.36 


47.28 


58.38 


82.87 


88.63 


85.17 


71.26 


58.51 


56.80 


43.89 


24.66 


14.69 


31.83 


41.27 


46.60 


43.83 


19.08 


27,21 


25.58 


19.58 


2.81 


2.24 


4.94 


3.76 


2.66 


7.06 


8.28 


9.35 


2.97 


1.45 


1.41 


4.06 


2.41 


2.86 


3.06 


3.33 


... 


.03 


— 


.06 


1.89 


.43 


— 


— 


— 


— 


3.34 


3.68 


13.51 


12.85 


17.85 


... 


9.76 


12.85 


11.90 


— 


3.75 


(a) 


5.95 


— 


9.92 


15,13 


18.97 


14.16 


7.25 


11.24 


15.69 


11.48 


.44 


.96 


1.18 


1.07 


.25 


.14 


.31 


.19 


NA 


NA 


NA 


NA 


.59 


.48 


2,98 


1.75 


... 


21.92 


14.08 


18,50 



2.73 4.96 3.63 
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